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The Trust is an increasingly significant source of funding for Utah'’s schools.

To administer the trust lands prudently and profitably for Utah’s schoolchildren.
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A Decade Of Success







Revenues

Net Revenues

One of the core measurements of trust lands management is net revenues results. Net revenues are defined as the
revenues generated from the operations of the Trust Lands Administration after deducting the operating expenses of the
agency. As can be seen from the chart “Net Revenues,” the results have been positive over the first 10 years.

In fiscal year 1994, the year immediately before the Trust Lands Administration began managing the lands, net revenues
were $8.3 million. In FY 2004 — net revenues were $52.5 million. That's an increase of more than six times.

Permanent Fund

The importance of net revenues to the trust is the impact revenues have on maintaining and building trust assets. It is the
duty of the trustee (in this case the state of Utah through the Trust Lands Administration) to protect and, if possible, build
the trust assets.

One of the best measurements of trust assets (and certainly the most well-known) is the Public Schools’ Permanent Fund.
The Permanent Fund is essentially money earned and put in stocks, bonds, and other financial instruments where it can
grow — producing interest and dividend income for Utah schools—forever.

At the end of fiscal year 1994, after more than 98 years of statehood, the schools’ trust fund bank account was $84.5
million. Now that bank account has grown to more than $469 million — an increase of almost $385 million in just 10 years.
Further, the agency has set a lofty goal of $1 billion in the Permanent School Fund by the end of fiscal year 2010.

There are many facets to the paradigm that allowed the Trust Lands Administration to achieve these financial results while
practicing responsible land management.
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0il and Gas

Oil and gas revenues have been the single largest source of income to the trust beneficiaries. During the past 10 years, these
revenues have grown significantly.

In 1994, the trust earned revenue from oil and gas of approximately $8 million. At the end of FY 2004, that figure was $36.8 million.

This increase has happened because of:

e Strategic acquisition and development of gas properties — For example, in the Grand Staircase—Escalante National Monument
Exchange in 1999, the Trust Lands Administration was able to acquire additional property adjacent to its developing gas properties
in Drunkards Wash in Carbon County. The acquisition enabled the development of more than 400 coalbed methane gas wells in that
area. Additionally, other oil and gas properties acquired through exchanges with the United States have been or will be developed.
In exchange for these lands, the United States received lands they desired for recreation, conservation, and other public uses.

* Increased natural gas prices — Gas prices spiked in 2001 and have never returned to the prices of the 1990s. Natural gas shortages,
the need to find new domestic production, and other supply-related factors have contributed to continued high prices for both oil
and gas. Natural gas that was being sold for an average of $1.69 per MCF in fiscal year 1994 sold for an average of $4.25 in fiscal
year 2004. Qil that brought an average of $15.49 per barrel during fiscal year 1994 sold for an average of $29.40 in fiscal year
2004. Expert predictions are that neither commodity will return to lower prices within the foreseeable future.

A unique operating environment — The Trust Lands Administration’s legislative mandate has language that is unlike any other state.
Trust Lands has the ability to enter into agreements with third parties to develop its resources. This means that instead of leasing
our lands for a simple royalty — which allows the lessee control over when and how trust leases are developed — the Trust Lands
Administration can tailor its agreements to optimize potential returns to the beneficiaries.

For example the agency can:

e Enter into seismic survey agreements

e Form joint exploration agreements

e Negotiate higher royalties in areas that have more potential

e Share in revenues if a company performs certain actions that add value to the trust

During the past 10 years, oil and gas revenues have grown at the Trust Lands Administration. All indications are that oil and gas will
continue to be a mainstay of revenue to the beneficiaries. Predictions for the coming few years are that prices will not be significantly
lower than they are now — keeping revenues up. Due to higher prices, companies are very interested in exploring for oil and gas in
Utah. The Trust Lands Administration looks forward to working with companies with a suitable policy of responsible exploration for oil
and gas that will add value to the trust funds.
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Sources Of Revenue

A Seat on the Investment Advisory Council

The Trust Lands Administration does not manage the investment of the net revenues it makes. Revenues not distributed
directly to beneficiaries (laws governing distributions vary among beneficiaries) are transferred to the State Treasurer’s Office
where each beneficiary has its own permanent fund.

Laws provide rules for the investment of these funds. However, there is some latitude allowed in choosing specific investments.
So the law established an Investment Advisory Committee to give the Treasurer suggestions, advice, and opinions on investing
the funds.

The committee consists of representatives of various stakeholders — presidents of universities, the state Superintendent of
Public Instruction, parents, and teachers. Early in 2004, the legislature amended the law to include a representative from the
Board of Trustees of the School and Institutional Trust Lands Administration.

This gives the Board a voice in the investment decisions for the money the Trust Lands Administration has worked so diligently
to obtain.
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This annual infusion of revenues moves the organization closer to its goal of $1 billion in the Permanent School Fund
by the end of fiscal year 2010. With that amount of money in the permanent fund, the Trust Lands Administration
will continue to have an increasingly significant impact on Utah public education and other trust beneficiaries
while continuing to build the permanent funds. The ultimate goal of the Trust Lands Administration is to make the
Permanent School Fund a major source of public school funding.

The Trust Lands Administration is entirely self-funded. A portion of the money generated from managing trust
lands activity is used to operate the Trust Lands Administration. All expenses and capital costs are paid from these
revenues. No tax money is required.

e Mineral Revenues
The largest source of revenues from trust lands is from the leasing of minerals properties and royalties from the
production of minerals. Mineral production comes from many sources, including gas and oil, coal, gold, and sand
and gravel.

e | easing Surface Rights
Property owned by the Trust Lands Administration is leased by a wide variety of users. Leased trust lands are
currently used as telecommunications sites, commercial sites, industrial sites, recreational cabin sites, farming,
timber harvesting and forestry sites, and grazing lands for livestock. It is also used for rights of way and in leases
to other government entities.

e Trust Land Sales
There are times when the best way to make money for the beneficiaries is through the sale of trust lands. Trust
land is generally sold in one of two ways: at public auction or through a development project. Public auction sales
are held twice a year and are becoming more and more popular as they make more land available for private
ownership in Utah.

Development sales occur when it is determined that profits for the beneficiaries could be optimized by adding value
to parcels of trust land before selling them. Usually, the Trust Lands Administration participates with experienced
private real estate developers to provide land for residential, commercial, and industrial uses to help Utah’s growing
communities get where they want to be.
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Trust Lands Fundamentals

What Organizations Benefit From Trust Lands?

At the time of statehood, the Congress of the United States of America designated 12 trust land beneficiaries in Utah. By
far, the largest percentage of trust lands was granted to public schools for the benefit of Utah schoolchildren.
The 12 Beneficiaries Are:

e Utah’s Public Schools

 Reservoir Fund

e Utah State University

e University of Utah

e School of Mines

¢ Miners Hospital

¢ Normal School (Teachers’ College)

e School for the Deaf

e Public Buildings

e State Hospital

e School for the Blind

e Youth Development Center
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People
The Board of Trustees End of fiscal year 2004

Board Member — Ruland J. Gill, Jr.

Vice President, Government Affairs,
Questar Corporation

Legal background in oil and gas exploration
and development

Bountiful, Utah
Term: expires 6/30/2004

Chairman of the Board — John W. Creer
President, Farm Management Company
Background in agricultural management and law
Farmington, Utah

Term: expires 6/30/2005

Board Member - Vernal J. Mortensen
Retired, Senior Vice President, Coastal Coal, Inc.

Background in coal mining and mineral
valuation

Sandy, Utah
Term: expires 6/30/2006

Vice Chairman — James J. Eardley
President, Dixie Transport, Inc.

Background in LP gas distribution,
county government, and banking

St. George, Utah
Term: expires 6/30/2007
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Board Member - James B. Lee
Senior Lawyer, Parsons Behle & Latimer

Litigator for more than 40 years in mineral,
water & environmental law

Salt Lake City, Utah
Term: expires 6/30/2009

Board Member — Michael P. Morris

President, Bank One Real Estate
Investment Corporation

Background in real estate and
commercial banking

Alpine, Utah
Term: expires 6/30/2008
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Board Member - John A. Harja

Assistant Director, Planning & Policy -
Department of Natural Resources

Background in natural resources law
Salt Lake City, Utah
Term: at pleasure of the Governor

Board Member Nominee — John Y. Ferry
Vice President, JY Ferry and Son, Inc.
Background in Ranching & Farm Management
Corinne, Utah

Term: expires 6/30/2010



People

Former Members of the Board of Trustees

Former Trustees

A. Lear Thorpe
Barbara G. Hjelle
Scott J. Robertson

. D. “Skip” Nightingale
Donald K. Peay
Louise Liston

Robert P. Morris
Lonnie M. Bullard

From
1994
1994
1995
1994
1994
1994
1996
1997

Trust Lands Administration Directors

Scott Hirschi Director

Kevin S. Carter Acting Director
David T. Terry Director

Kevin S. Carter Acting Director
Stephen G. Boyden Director
Kevin S. Carter Director
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From

July, 1994
October 1, 1995
October 15, 1995
May, 2001
September, 2001
January, 2003

Through
1995
1996
1997
1999
2000
2001
2002
2003

To

September, 1995
October 15, 1995
April, 2001
August, 2001
December, 2002
Present



Senior Staff

Kevin S. Carter
Lynda Belnap
John W. Andrews
LaVonne J. Garrison
Kim S. Christy
Ric McBrier

Tom Faddies
Lisa Y. Schneider
Kay Burton

Jeff Roe

Ron Carlson
Dave Hebertson

Photo Credits

Special thanks to:
Andalex Resources
Mark A. Philbrick/BYU
James Weston/Hogle Zoo

Director

Administrative Assistant to the Director
Associate Director and Chief Legal Counsel
Assistant Director/ Oil and Gas

Assistant Director/Surface

Assistant Director/Planning & Development
Assistant Director/Hard Rock and Industrial Minerals
Finance Director

Block Planner

ITS Manager

Audit Manager

Public Relations Manager

Longwall Equipment Page 9
Dwarf Bear Claw Poppy Page 24
Desert Tortoise & Utah Prairie Dog Page 24
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